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GOVERNMENT AND THE A.I.C.P.A.:

PARTNERS IN PUBLIC SERVICE

by Wallace E. Olson, Executive Vice President

before Federal Government Accountants Association
February 8, 1973

The invitation to this luncheon, which I received from

your Program Director, Max Hirschhorn, and my friend and former
partner, Warren Wood, was welcome for several reasons.
The first reason is that during 26 years in public

practice -- and in my present post where I continue to be close
ly associated with public practice -- I have found accountancy
continuously interesting and stimulating, so I am always glad

to talk about it.
Second, you who are engaged in government account

ing have no doubt followed your professional careers because
you too have found accountancy interesting -- and it is always

comforting to a speaker to have an audience that is, as it were,
preconditioned to his subject.

Finally, I am glad to have this opportunity to meet

with you because I am convinced that CPAs generally -- whether
in government, in industry, or in public practice, and whether
working in this country or abroad -- are becoming more and more

conscious of the responsibilities and obligations they have in
common, so it is useful that we join together to discuss our
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shared concerns.

As you know, the origins of accountancy go back into

antiquity, but I believe the first national association of
accountants was that established by royal charter in England
and Wales just a little less than a century ago.

The American Institute traces its beginning to 1886

when six accountants decided to form an association with the
purpose (and I quote) "to promote the efficiency and useful
ness of members... by compelling the observance of strict rules

of conduct... and by establishing a high standard of professional
attainment".

By coincidence, the Federal Government Accountants

Association was also founded by just six men.

Today, at the

youthful age of 23 years, it has the distinction of being a

worldwide organization with 64 chapters and more than 7,500
members.

My main purpose here this noon is to outline to you
ways in which the American Institute is working to aid the Govern

ment in serving the public interest, and to suggest how we may
continue in that path.

Before detailing this collaboration,

however, I want to note that, in thinking about your organiza
tion after receiving your invitation, it occurred to me that all

accounting has to do with government -- or perhaps, in the con

text I intend here, I should use the old-fashioned word
"governance" to emphasize that I mean the word with a lower
case, not a capital, G.

Accountants in commerce and industry are involved in

- 3 -

Members of FGAA are involved

the governance of corporations.

in governance by political instruments.

CPAs in public practice

are involved in both areas through their research and setting of
standards, and through their audit engagements in both the private

and public sectors.

In corporations and in governments , good decision

making requires good information.

And as the operations of

corporations and of governments have grown, the functions of
professional accountants have become more vital -- not that the

CPAs themselves make the decisions in government or the private

sector but because they provide the knowledge without which

sound and rational decisions could not be made.
Over the past few years there has been a very marked

increase in calls upon the special skills of CPAs from all levels

of government.

Indeed, governments now rank among the largest

users of accounting services.

In response to this development,

the American Institute has recently made two major changes in

its internal organization.

The first of these changes came about because of the
growing number of our committees dealing with specific agencies
of the Government and the increasing volume of their work.

To

cope with these conditions, we have set up a Federal Technical

Liaison Division, under the direction of Tom Hanley who is here
today.

The purpose of this Division is to assure orderly coor

dination of the activities of committees dealing with the

Government, to determine the one or ones most appropriate for
responding to a given request or problem, and to avoid wasteful
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overlap in conferring with Congressional committees, departments
in the Executive branch, and the Independent Agencies.
It will interest you to know, I believe, that the new

Division embraces 26 committees, ranging alphabetically from the

committee for liaison with the Agency for International Devel
opment, under the A's, to the committee for liaison with the
Small Business Administration, under the S’s.
The other organizational move we have made is to

name a Vice President for Government Relations and to station

him in new offices here in Washington with a staff which will
shortly number around 20 persons.

The new Vice President is

Gilbert Simonetti, Jr., seated right over there.

Gil has been

with the Institute for 14 years and was, until his promotion,
director of our Division of Federal Taxation.

I am also de

lighted to report that Andrew Barr, the long-time chief account
ant of SEC and a past president of your association, has become

a consultant to the Institute.

Our enlarged Washington offices are located at 1620
Eye Street, and Gil tells me that the plastering and painting

are finished and the furniture is starting to come in.

So if

any of you would like to visit our quarters, I know that he

would be delighted to see you.
One of the oldest bodies of the Institute for working

with the Government is our Division of Federal Taxation and its
predecessor groups.

This Division, now operating out of New York,

will move to our Washington office about March 1.
headed by Joel Forster.

It will be
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With our nation's system of self-assessing income tax,
and with individual and corporate income taxpayers supplying,

between them, some 60 per cent of total government revenues,
the importance of this Institute Division is evident.

It works

with the tax-writing committees of Congress and with Treasury
and the Internal Revenue Service to suggest legislative and

administrative improvements in our tax systems.

At present

the Division is preparing to participate in the tax reform

hearings which began earlier this week before the House Ways

and Means Committee.

It is also working on our biennial

booklet of recommendations for amendments to the Internal
Revenue Code.
Another government body with which we have worked

closely for a long time is, as you might suppose, the Securities
and Exchange Commission.

In contacts extending over nearly 40

years, the Institute has not alway
s agreed with the Commission's

positions on accounting questions, but in the main our views
have coincided.
Of late, the Commission has been particularly pre

occupied with issues of disclosure.

The principle of disclosure

might be said, of course, to be one of the basic tenets of

accountancy.

But, like any other beneficial principle, it has

to be applied with due sense of proportion.

There can be in

stances where required disclosure will confuse more than it
clarifies and will absorb more time and manpower than the

benefit to shareholders warrants.

As I believe someone said

in the past, reform can be carried to a point that will itself
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need reforming.

An area -- and a most significant one -- in which both
CPAs in government and those in public practice are involved is

the setting of accounting standards.

As you know, the SEC has

had statutory authority ever since its establishment to set
standards for companies that come within it
s jurisdiction.

But

the SEC has chosen to let the profession formulate standards,

which the Commission has then, with few exceptions, endorsed
and required companies to observe in their financial reports to
the public.

The group of volunteer, unpaid CPAs who performed
the standard-setting function -- that is, the Accounting Prin

ciples Board -- will shortly go out of existence.

In accord with

the recommendation of a study group headed by Francis Wheat,

himself a former SEC Commissioner, the APB is being replaced
by a Financial Accounting Standards Board which will be more

broadly based and will be composed of full-time members.
Five of the seven persons comprising this Board have

been named, and I understant that one of the two members still
to be appointed may come from the ranks of government.

In

addition, the Advisory Council being formed to aid the Board
in its work will undoubtedly include several government people.

With the setting of accounting standards being assumed
by an independent body, the Institute becomes just one of many
interested parties who will be submitting comments and testi

mony to the new entity.

Accordingly, a new committee has been

formed in the Institute to analyze proposed pronouncements of
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the FASB, to prepare position papers, and to represent the pro

fession at the FASB’s public hearings, without, of course,
precluding the right of individual Institute members of account

ing firms to present positions of their own.

Another new factor in the setting of standards for
corporate financial statements is the Cost Accounting Standards
Board created by Congress.

Its assignment is to set standards

for determining costs under defense contracts, but the General

Service Administration has ordered all Federal agencies to use
the CASE standards in their dealings with contractors.

The Institute looks forward to developing constructive
exchanges of views with the CASB.

It would be unfortunate, as

I think all of you will agree, if the issuance from different

sources of disparate standards for similiar transactions were
to revive the confusion and criticism that the use of alternative

accounting methods aroused in recent times.

In the present age, social and technological changes

often proceed at a rapid pace and are far reaching.

Profession 

al people, therefore, must keep adding to their knowledge if
they are to discharge their responsibilities properly.

Accord

ingly, the American Institute has been urging for some time that

the various states adopt legislation requiring evidence of con
tinued education on the part of certified public accountants as

a condition for renewal of license to practice.

You own Association has similiarly perceived the im

portance of continuing education, and we have been cooperating
with you by supplying information on our experience in this area.
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Not long ago the President of AICPA, LeRoy Layton,
Mr. Simonetti, and I conferred with your National President

Arthur Litke, Sidney Bauermash, and James Robbins on the
possibilities for cooperative effort in providing our respective

membership with materials for continuing education.
In the Institute we have a very active Professional
Development Division which prepares and presents courses on

a wide variety of accounting subjects.

We have a number of

courses on the auditing of entities of various kinds, and these,

either as they stand or with parts of different one assembled

into a new pattern, could well be valuable for government

accountants.

The director of our PD Division, Dr. Robert

Schlosser, and Mr. Robbins are now working out means for pro

ceeding on this project.

In return, your organization will

undertake to provide the Institute with material for a course

on operational auditing, to be used both by you and by us.
If this venture proves feasible, I can foresee other
such exchanges, to our mutual advantage and at considerable

savings from what the costs would be if each organization

prepared similiar material separately.

Your President-elect, Harry Levine, has talked of
possibly developing university courses in government accounting,
and I feel sure we would endorse the aim of academic training in

that field.
Another illustration of the complementary nature of

endeavors by government accountants and the American Institute
is provided by the General Accounting Office's recent publication
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of "Standards for Audits of Governmental Organizations, Programs,
Activities, and Functions" -- which mouth-filling title has been
abbreviated, I understand, to "The Yellow Book".

During the

development of these standards, committees of the Institute

worked closely with the GAO.
We were naturally gratified that "The Yellow Book"
incorporated by reference the auditing standards set forth by
the Institute in our Statement on Auditing Procedure No. 33.
The thrust of our standards, however, is primarily toward

audits of financial statements, while those enunciated by GAO

go beyond that and into efficiency and the effectiveness of
program results -- in other words, operations or management
audits.

Our newly appointed committee for liaison with GAO,

together with our Auditing Standards Division, is now reviewing
the recommendations in those sections of "The Yellow Book" and
hopes to reach conclusions soon on how our members should use

them in reporting on audits of government grant programs.
Since "The Yellow Book" standards apply to audits

of state and municipal projects employing Federal funds, I

assume accountan
ts at those levels of local government will in
creasingly be involved with your organization.

The Auditing

Standards Division of the Institute, incidentally, has the

draft of a guide on "Audits of State and Local Governmental
Units" nearly ready for exposure.

As part of our educational activities we are preparing

to launch a series of booklets bearing the overall title, "Studies
in Federal Government".

The specific subjects to be covered in
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the series have not been definitely decided, but they will likely

include such matters as the Federal accounting process, operational
auditing, and audits of grant programs.

While these studies are

intended for the information and instruction of our own members,
they will be available to all interested persons.
I strongly hope that in addition to the collaborative

or parallel activities now going on or under discussion, there

will be further occasions in which the Institute will be cooper
ating with Government bodies in the days ahead.

Our enlarged

offices and expanded staff here in the Capital are the visible
signs of our readiness for such undertakings.
I should like to see more of our members who are

government accountants elected to our Council.

I should like

to see more of them on the many committees through which so
much of the Institute's work is accomplished.

I can tell you,

by the way, that a large factor in the decision to establish one
of our newest committees -- that on Social Measurement -- was
the interest evinced in this subject by GAO, one of whose mem

bers, Stewart McElyea, is now on the committee.
There is one final thought I want to leave with you.

It concerns the need for greater protection for the auditor's
role in our society.

In your positions as government auditors

you have statutory backing of one sort or another and therefore

are not so exposed to the possibilities of attempted browbeating
or of attack by lawsuit as are auditors in public practice.
Nevertheless you appreciate, I'm sure, that anything which weak

ens or injures any part of the profession will affect the whole
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of it sooner or later.

Amendments by the SEC to Form 8K regulations have

strengthened auditors against attempts to influence their opinions
by open or implied threats to end their engagements.

You will

recall that these amendments, which became effective in October,
1971, relate to circumstances where there is a change in auditors
within 18 months of the date of a dispute about an accounting or

reporting matter which, if not resolved satisfactorily, would
have caused the auditor to qualify his opinion.

When such a

change occurs, the client must report it in Form 8K and explain
the reasons for switching auditors.

A letter from the replaced

auditing firm must also be attached stating whether the firm
agrees with the client’s explanation.

This is good as far as it goes, but perhaps there
should be added protections along the lines of those contained

in the Companies Act in England.

It should be required, for

example, that appointment of auditors be by the shareholders;
and the process of dismissal should be made more difficult,

perhaps by making it mandatory that the replaced auditor be

present to answer questions at the next annual meeting of stock

holders .

More threatening than client pressure, however, are
the growing perils of legal liability.

In the past there were

several defenses available to the auditor against damage claims.

Among them were the concepts of privity and reliance, and
distinctions between simple and gross negligence.

Over the

years, however, court decisions have eroded these defenses until
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the auditor now stands naked to judgments that are based upon
the highly subjective criterion of what a reasonable man would

conclude about the fairness of financial statements.

Moreover,

litigation these days is often in the form of class actions, so
that damages can be assessed for the benefit of people who never
saw the financial statements whose fairness is challenged. Finto the auditor’s liabilities except the limit
ally, there is no limit/of what he owns. All he possesses is

put in jeopardy on every audit he performs.
Whereas the extension of audit responsibility beyond

mere observance of generally accepted accounting principles can
be construed as in the public interest, it becomes excessively
punitive when coupled with liability for damages that can strip

an individual of everything he has accumulated in a lifetime.
In my opinion, the widening exposure to liability

is particularly contrary to public interest in that it comes at

a time when our profession is being increasingly urged to attest
to matters that do not lend themselves to objective verification
but involve judgments that are largely subjective.

The prime

example at the moment is the push to include forecasts of future

results in the reports of corporations to their stockholders.

It seems unlikely that this practice can long be permitted with
out requiring some form of review by the auditors,

I think it is desirable in our complex society for

the public to have the attestation of independent experts on
a great many matters.

But CPAs are understandably hesitant to

venture further into areas requiring subjective judgments when

the penalty for error is excessively harsh.
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The role of auditors can be compared with that of the
judiciary.

Their job is to render judgments on whether companies

have violated the rules of fair financial accounting and report

ing.

It makes no sense to place either judges or auditors in

fear of their economic well-being when their judgments are render

ed in good faith.

If their judgments are overturned in a sub

sequent court proceeding, they should not be subject to penalty

unless, of course, they have been guilty of such actions as
conspiracy or fraud.

The circumstances under which auditors can be held
liable ought to be more narrowly limited and more clearly defined.
Perhaps some form of legislation is needed to strengthen the

position of the auditor so he can more effectively serve the
public interest and meet the growing demands for subjective-

type judgments.
Besides client and liability pressures our profession

is faced with difficulties that stem inevitably from the patch
work of separate accountancy laws in 50 different states.

It

may be that legislation in this area also would be advisable --

establishing, for example, national certification.
What the answer to these problems may be, I am not
prepared to say in detail.

But I do suggest; as a matter of

broad principle, that it might be well for the Government to
give backing to the authority of auditors, so that the auditors

outside of Government might be strengthened in serving the public
interest.
For both the Government and our profession should;
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in their conduct, have the public interest as their chief objective.
It was Thomas Jefferson who said, "The care of human life and hap

piness is the first and only legitimate object of good government."

Many another philosopher and statesman has echoed that declaration.
And service to humanity is likewise the goal of the public prac
tice of accountancy.

Thank you for permitting me the opportunity to lay these
thoughts before you today.

